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WEDNESDAY 4 MAY 1983 

Members present: 

Sir Donald Kaberry, in the Chair 

Mr Stan Crowther Mr Michael Martin 

Mr James Hill Mr Robin Maxwell-Hyslop 



Memorandum by the Post Office (P026) 

This note is in response to the Committee’s request for a short memorandum on the Post 
Office’s current assessment of future prospects and on some of the issues raised during its 
enquiry in 1982. 

1. BUSINESS TRENDS AND PROSPECTS 
In 1981-82, Posts income of £2,438 million came from the following sources: 



Service 


Income 


Proportion of total 


Inland letters (including 


(£m) 


% 


related services) 


1,405 


58 


Inland parcels services 


241 


10 


Overseas mails services 


253 


10 


Agency services 


539 


22 


TOTAL 


2,438 


100 



Although the inland letter service accounts for oyer half the total income earned by the 
business, each service is important in the contribution which it makes to overall business 
profitability. In 1981-82, all services except Registration were in profit and they have 
continued to be so during the year 1982-83. 

1.1 Inland mails services 

1.1.1 Inland Letters— at 9,391 million items in 1981-82, the Post Office held volume at 
broadly the same level as in the previous year despite the continuing effects of the 
recession. With vigorous marketing and price stability after the increase in February 1982, 
letter traffic increased by about 2 \ per cent in the year 1982-83 and the business is aiming 
for further growth in the current year. Such ability to secure and maintain reasonable 
growth is necessary for the profitability of the letter business and the target for the next 
quinquennium is to increase volume on average by 1 per cent per year in the face of new 
and technologically advanced means of communication. That this is a realistic objective is 
supported by current success in maintaining and expanding volume during a period of 
recession, by the experience of some other major postal administrations and by market 
research. While new telecommunications technology will make inroads into some market 
segments we do not expect this to be rapid and there are identified opportunities for growth, 
in other areas. This is, however, the postal market where greatest effort will be required to 
sustain the growth generated in 1982-83. 

1.1.2 Quality of Service — Performance in 1981-82 improved to 88 per cent for first class 
letters and 93.3 per cent for second class letters compared with targets of 90 per cent and 96 
per cent respectively, excluding the rail strike affected months of January and February. In 
1982-83, there was difficulty in recovering the persisting effects on the service ot the rail 
strikes and the subsequent TUC day of action which disrupted the smooth working ot the 

The cost of preparing for publication the Shorthand Minutes of Evidence taken before the 

The cost of printing and publishing this days Evidence is estimated by Her Majesty s Stationery 
Office at £2,772. 
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operational network. Specific action was taken in the late summer and early autumn of 
1982 and while the level of service in 1982-83 overall was slightly down on 1981-82, in the 
last few months (February and March), it had fully recovered to its 1981-82 level. 

1.1.3 Improvement Over the Longer Term — The picture is one of considerable improve- 
ment in service since 1979, despite short term problems. The major factors leading to 
improvement have been: 

— more stable staffing and a better industrial relations climate within the Post Office 
(although firm management action to improve efficiency has led to local difficulties in 
a number of places); 

— major management initiatives to improve the technicalities of mail handling, covering 
inspection programmes, internal communications campaigns, training and customer 
education; 

— better performance by transport contractors and additional air and road services; 

— better industrial relations climate externally until the rail disputes in early 1982. 

The Post Office remains committed to achieving the targets and improving consistency 
lor letter quality of service. 



1.1.4 Considerable progress has also been made in informing customers about both 
scheduled service and actual achievement. Leaflets and service maps showing the latest 
times of posting for various destinations throughout the country are now widely available. 
Quarterly leaflets giving a wide range of Quality of Service results have been published 
since the beginning of 1980, 



1.1.5 Inland parcels — volume in 1981-82 grew by nearly 7 per cent, again despite the 
recession. This followed a reduction in volume of nearly 5 per cent in the previous year, 
f urther profitable growth of approximately 6 per cent has been achieved in the year just 
ended. The main factors behind this growth have been: 

the increasing range and flexibility of the services offered to customers; 

ability to maintain services in extremely bad weather conditions and during the rail 
strikes; 

an enhanced sales effort resulting in an increased share of business from contract 
customers; 

Further growth is being sought and is expected for the future, particularly as the economy 
begins to recover from recession, but in a highly competitive market. 

1.1.6 Premium services Datapost, the main overnight service for documents and parcels 
Tr ^ pe , cent *?. v ?h™ e during the year just ended and we expect to continue to grow 

Vrith the market, winch is expanding rapidly. Acceptance of Datapost items is being 
progressively extended to sub post offices (previously acceptance was restricted to Crown 
.Fost Offices). The numbers of overseas countries served by the International Datapost 
network has increased by 7 to 28 in the last year and extension of the service to other 
countnes is planned. 



Plans to extend the Electronic Post service to four additional centres are at an advanced 
stage. A six centre network will enable the Post Office effectively to offer its customers a 
nationwide service. 



highly^ compethfvemarke^ 0856 ^ ^ ^ ° f opportunit y for growth in an expanding but 



1.2 Overseas Mails Services 



■1^ Q° 7 V s r ^ n TN VerS fl aS . mailS sen ™ both for letters and parcels have been in decline 
since 19 , 5-76. This reflects m part the fortunes of the British printing industry, but also the 
growmg change to an conveyance. 
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There are, therefore, two discrepant trends, declining overland traffic and rising air 
traffic. This is illustrated by the following estimates for 1982-83: 

1982-83 

Change % on previous year 



Air letters 4- 3.1 

Air parcels + 14.0 

Overland letters — 4.2 

Overland parcels —17.8 



The rise in air parcels has been strongly supported by extensive cuts in prices in 1981 and 
the subsequent freezing of prices which will continue until the autumn of this year. 



1.3 Profitability of the mails business 

In 1981-82 the mails business as a whole made a profit of £73 million. With a 
productivity increase in mails operations of over 4 per cent that figure will be exceeded in 
1982-83. Financial results are due for publication in July. 

1.3.1 Pricing policy 

The general objective is to contain prices with the level of inflation. After holding prices 
from February 1982 until April 1983, the Post Office increases in April averaged 2.5 per 
cent overall. 

The committee recommended ( Recommendation 9) that the differential between first and 
second class mail be continually reviewed so as to improve performance and contain 
increases in tariffs. 

The Board reviewed the differential in the course of the April price increase. No increase 
was made in the tariff for second class letters at the first weight' step while the price of first 
class letters was increased by £p. This was the third occasion on successive price increases 
when the differential was widened, in response to market conditions and the advice of 
consumer bodies. 

1.4 Counter services 

In 1981 Government estimated that the opportunities for new business in the following 
five years would offset the expected loss of 5 per cent in DHSS traffic resulting from the 
implementing of the Raynor proposals for social security payments. 

In fact the decline in overall Government business has been greater than forecast and, 
despite offsetting increases in other sectors, it was barely possible in 1982-83 to hold 
counter volume at its 1981-82 level. This downward trend in Government traffic is 
continuing and recent figures from Departments indicate a fall of 2 per cent in 1983-84. 

In 1982 the Post Office began a review of its Crown counter network and its network of 
sub offices in urban areas. This is still proceeding. Substantial changes in the system of 
providing service are not however intended and the Post Office will maintain as large a 
network as possible consistent with its financial targets and the level of business. 

1.4.1 Marketing strategy — against the background of a falling volume of Government 
business the Post Office is building a new and dedicated marketing and sales team for 
counters whose main aims will be: — 

— protection of Government ‘core’ business; 

— attraction of new public and private sector business to counters; 

— improved retail presence and point of sale at counters, media advertising and retail 
product development; 

— encouragement of additional counter business linked to the mails services and 
National Girobank. 

Over the five years, the aim will be to offset lost Government counter business by new 
Government, public authority or banking work. 
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1,4.2 Response to the 1982 SCIT Recommendations — In the report of April 1982 your 
Committee made four recommendations which concerned counter business. We report on 
these below. 



i Recommendation 10 

The new Agency Services Agreement which became effective from 1.4.82 provides for 
the commercial negotiation of fixed price contracts inclusive of negotiated profit margins 
with Government Departments based upon estimated traffic levels. It is no longer cost plus. 

The Agreement includes among other things: 

— a financial productivity clause which requires the Post Office to reduce the counter 
costs against which prices are negotiated in line with the business real unit cost target 

— a recognition of the need for counters to contribute to meeting the overall financial 
targets of the business 

— provision for the negotiation of fixed prices with individual departments between May 
and August proceeding the contract year. 

In the first year of its operation (1982-83) revenue of £338 million was agreed with 
Departments, contributing towards an overall counters profit, forecast to be £15 million. 



ii Recommendation 11 

Following the previous Select Committee hearing, the Department of Transport initiated 
a review with the co-operation of the Post Office to consider the optimum size of the Post 
Office Motor Vehicle Licencing network and the criteria to be used for the selection of 
individual offices. A report is being produced, but it not yet available to the Post Office. 



iii Recommendation 12 

The Post Office recognises the importance of the sub post office network and wherever 
possible will be introducing new products and services into these offices. Recent and 
potential new services include: 

— the issue of travel passes on behalf of the GLC. A major sales drive on the provincial 
travel pass market is about to begin 

— regional trials on the orders of Flowers by Post via Transcash 

— stamp book discounts (sales of the 1982 Christmas stamp book which had a 30p 
discount were 4{ million, 10 times higher than the previous year’s (undiscounted) 
issue). Three further discount schemes are planned for 1983 

— the extension of the acceptance of Retail Datapost to 1000 sub post offices 

— the retailing on behalf of British Telecom of new phone cards at selected outlets 

— electricity savings stamp schemes on which negotiations are currently in hand with the 
Electricity Boards 

The opportunity to sell various items of stationery and packs of wrapping paper for the 
Post Office has been recently offered to the National Federation of Sub Postmasters 
(NFSP) and we are awaiting their reaction. 

Following an experiment, video equipment to advertise the services available at counters 
will be installed at 500 offices in the immediate future. 

The Post Office has continued a programme of action to increase the security of Sub Post 
Offices in certain areas. Some 4,000 offices are covered by this programme. 



iv Recommendation 13 

Touche Ross and Co Management Consultants have been appointed to undertake the 
study, with the following Terms of Reference, agreed with the NFSP: 
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‘To identify and report on the assessment of overhead costs incurred by the Post Office 
in running the counters network. 

To consider these costs, plus the relative direct costs, in relation to prices to counter 
customers, and whether these costs impede the development of new counter business 
in SPSOs. 

To consider if the present remuneration of Sub Postmasters, in the light of the costs 
identified above, is commercially sound’. 

Touche Ross have been undertaking a detailed examination of the Post Office costing 
systems and holding separate discussions with the Post Office and NFSP. They expect to 
produce their Report by mid-May. 



2 INVESTMENT PLANS 

Recommendation 3 — The Committee commented; “There is a need for increased capital 
investment by the Post Office, particularly to ensure completion of its mechanisation 
programme. This should be financed otherwise than by increased tariffs”. 

The Post Office needs to invest £623 million (at 1983-84 prices) in the postal and 
counters operations over the next five years to: 



Complete building replacement programme and 
mechanisation of major sorting offices 
Replace inadequate and outdated buildings 
Purchase vehicles 

Introduce new technology to improve service 
and efficiency 

Replace and add to other plant and equipment 



£m 

115 

221 

121 

140 

26 



623 



We expect that the final results for 1982-83 will show that we have slightly exceeded the 
investment budget of £115 million approved by the Government. The budget for 1983-84 is 
£130 milli on. These investments are being financed from income. 



3 EXTERNAL FINANCING LIMIT FOR POSTS 
Following the reduction in the national insurance surcharge the Goverment made a 
corresponding increase in the negative external financing limit for 1982/3 and the figure 
became £56 million. The objective has been met. 

For 1983/4 the Government proposes to increase the original negative financial limit of 
£43 million to £47 million in the light of Budget decisions on the national insurance 
surcharge. 



4 GIROBANK 

The Bank has continued its expansion in its major areas of operation in 1982-83 and, at 
the same time, has achieved an improvement in productivity. The expansion has taken 
place in an increasingly competitive environment, the competition arising not omy 
other banks but also from other financial institutions such as building societies whichare 
increasingly offering bank-type services to their customers. The outlook is that expansion 
will continue in 1983-84 and, across the banking spectrum with about two ^ion new 
bank accounts being opened every year, Girobank will be getting m excess of p 
the new market. 
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Personal Sector — the growth trend has been: 



Average p.a. 

Last 3 years 1982-83 





% 


% 


Number of current accounts 


17 


19 


Number of deposit accounts 


43 


27 


Value of personal loans — 
advances at current prices 


24 


43 


at 1981/82 prices 


9 


33 


Business Sector 
Value of corporate deposits at 
current prices 


14 


19 


at 1981/82 prices 


6 


14 


Number of rent payments* 


4 


-6 


Number of non rent transcash payments 


(1979-80 to 
1981-82) 
12 


13 



*The loss of traffic has resulted from the application of the 1982 Social Security and Housing 
Benefits Act. It has in part been offset by a gain in the payment of rent allowances to private 
sector tenants by Girobank cashcheques. 

5 REORGANISATION 

At the previous emmiry, three matters concerning the re-organisation following the 
separation of British Telecom (BT) from the Post Office were mentioned as being 
outstanding and the Committee may wish to know what progress has been made. 

5.1 Superannuation — the British Telecommunications (Pensions) Order 1983 authorised 
the division of assets between the Post Office Scheme and the newly established British 
Telecom Pension Scheme. Both schemes have appointed the jointly owned PosTel 
Investment Management Ltd to handle their investments. 

5.2 Engineering Staff — the transfer of responsibility from BT to the Post Office for the 
recruitment, promotion etc of engineering grades was completed during the first half of 
1982. The PO Technical Training College at Milton Keynes is now in operation and 
training is being transferred from BT on a phased basis. 

5.3 Supplies Work-early in 1982 a detailed programme was drawn up and agreed for the 
relocation of supplies work between the Post Office and BT. Transfers of work were 
scheduled on a phased basis over a 2-year period ending in the Spring of 1984. In general 
the transfers have proceeded steadily according to plan, and the bulk of the Postal Supply 
work previously done by BT units has now been transferred to Postal Supply Department 
at Swindon. 



6 THE COMMITTEE’S RECOMMENDATIONS 

Reference has been made in the sections above to these recommendations made by the 
Committee m 1982 for which responsibility for action lay with the Post Office. 

The remaining recommendations were to the Government. 



7 CONCLUSION 

1982/ 83 has been a year of progress for the Post Office in most aspects of its activities 
with rising volume lor mails, rising productivity, progress with investment plans, price 
r ® s * ra ^ t and continued strong profitability. In Counters the key issue has been the volume 
of traffic and it will remain the central issue in 1983/4. Girobank has had a successful year 
m all important respects. 

The Post Office Corporation faces strong competition in many major markets, including 
mw 3 e /Jf° Vere£ * ^ tdie P osta l monopoly, but it looks forward to continuing progress in 
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Examination of witnesses 

Mr R E Bearing, CB, Chairman; Mr S Wainwright, CBE, Deputy Chairman and 
Managing Director, Girobank; Mr R A Clinton, Board Member for Mails Operations; 
and Mr W Cockburn, Board Member for Finance, Counters and Planning, of The Post 
Office, called in and examined. 



Chairman 

1. Good morning. May I welcome the 
representatives of the Post Office to this 
public sitting of the Select Committee on 
Industry and Trade. Mr Dearing, it is just 
about a year ago since we looked at the 
matters of the Post Office in some little 
depth, so today’s meeting is intended to 
provide an opportunity to follow up a 
number of the issues which were raised in 
that last inquiry and also to examine the 
Post Office’s current prospects. Our ques- 
tions will be directed towards those ends, I 
will begin by asking you what you expect 
the Post Office Corporation’s profit for the 
year ended March 1983 to be? 

(Mr Dearing.) It will be July before we 
publish a profit, but if I give a rough 
indication as I see it at the moment, for the 
postal side of the business I hope we shall 
be coming up with a figure of a little over 
£120 million, and for National Girobank, I 
hope, a figure of about £16 million. 

2. What are your expectations at pre- 
sent for the current year 1983-84? Will you 
tell us how you expect those to compare 
with the estimated current cost operating 
profit for the year of £81 million (Posts and 
Girobank) given in the Public Expenditure 
White Paper published quite recently? 

(Mr Dearing.) The £81 million, I guess, is 
based upon our target for Posts which is 
£72-73 million, and the profit for Girobank 
of which the target is about £9-10 million. 
Of course, it is very early in the year, we are 
only a month into it, and there are a lot of 
uncertainties ahead (including, for exam- 
ple, the completion of our annual wage 
negotiations, which, for a labour-intensive 
business, is a major consideration). How- 
ever, we are planning to achieve out targets 
in both businesses. 

3. In the first part of the memorandum 
which you have very kindly given to us (and 
which I assure you we have all studied in 
some depth) you give details of the distribu- 
tion of the total income between the various 
Post Office services. What we would like to 
know is the comparable distribution of 
operating profit among those different 
headings of inland letters, inland parcels, 



overseas mail and agency services. Can you 
help us on that? 

(Mr Dearing.) If we take last year’s profit 
as being £92 million on the CCA basis for 
Posts, then the breakdown of that would be 
£56 million for inland mails, £7 million for 
parcels, £10 million for overseas and £19 
million for agency services. 

4. That gives a total estimated profit of 
how much? 

(Mr Dearing.) £92 million for the out- 
turn year 1981-82, if I have got my arith- 
metic correct. 

Mr Maxwell- Hyslop 

5. On that figure, do you carry incom- 
ing overseas mails free of charge? 

(Mr Dearing.) There is an arrangement 
between the various countries who are 
members of the Universal Postal Union, as 
it were, to conduct a balancing exercise so 
that countries that are net exporters of mail 
pay some compensation to overseas coun- 
tries that are net importers. In the year in 
question we made a net payment to these 
overseas countries, from memory, of £23 
million. 

6. So despite that net payment of £23 
million, there has been a profit of £10 
million? 

(Mr Dearing.) A surplus of £10 million, 
that is correct. 

Chairman 

7. Mr Dearing, could you tell us — this 
is a general question — the major develop- 
ments in the Corporation’s businesses and 
in its trading performance since we pub- 
lished our Report in May of last year 
(which Report was based upon the evidence 
you gave to us during the course of that 
inquiry)? 

(Mr Dearing.) Yes, if I could very briefly, 
and then perhaps you could ask supplemen- 
tary questions. On the postal side, whereas 
we were expecting, bearing in mind the 
condition of the economy, just to hold our 
volume of business, in tact we have suc- 
ceeded in increasing it. Our letter traffic is 
about 2.7 per cent up on the previous year, 
our parcels traffic 6 per cent up, our 
premium services even more upward on 
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that. On the overseas side, where we have 
had a difficult market situation, we have 
about held our own. So on the volume side 
it has been a good year for us. On mails 
productivity, while handling that extra tra- 
ffic, we have reduced our hours (which is 
how we measure the cost of labour, in 
effect) by about 1.6 per cent. Therefore (and 
I am talking without having had the full 
year’s figures yet), there has been an in- 
crease in mails operations’ productivity 
(which is the one most often used) of over 4 
per cent. On the counter side, we have had a 
difficult year, in the sense that some traffic 
we were expecting from Government did 
not materialise. The Government had been 
forecasting an increase of + per cent, and in 
fact there was a decrease of about 2.6 or 2.7 
per cent. That means that we had a small 
loss in productivity, in spite of reducing 
hours. However, if one wants to look at 
counter productivity, I think the fair com- 
parison is with 1980-81, because in 1981-82 
we had the bonus of extra traffic resulting 
from the Civil Service strike, and by com- 
parison with 1980-81 there was an increase 
in productivity. For Girobank it has been a 
very good year; there has been an increase 
in the number of accounts, to 1.3 million. 
When last we came we still were not up to 
1.1 million. Profits are up by £3 million on 
the previous year, and this increase in traffic 
handled has been accommodated whilst still 
making a small reduction in the labour 
force. 

(Chairman.) Thank you very much. Now 
let us look at the question of financial policy 
and also deal with capital expenditure. 

Mr Crowther 

8. Mr Dearing, you will recall that last 
year we directed quite a bit of attention to 
the negative external financing limits. We 
made some comments in our Report and we 
said that we hoped the limits would not be 
applied. This year, of course, the Minister 
has not accepted this recommendation of 
ours. This year we are told, in a letter from 
the Minister, that the negative EFL is minus 
£43 million, including an element of £26 
million representing the money that you 
would otherwise have saved through the 
abolition of the National Insurance Sur- 
charge. What do you feel about that? 

(Mr Dearing.) The figure has since been 
increased from £43 million to £47 million, 
because of the further reduction in the 
National Insurance Surcharge. We felt it 
was too much. We were glad to see the 
Committee’s recommendations, and we 



were disappointed that they were not more 
greatly followed by the Government. I have 
to accept that there was a reduction on the 
previous year’s figure of £56 million. But 
there it is, it is done. It is our business now 
to meet 'that objective as best we can. If I 
may go on beyond that, I am deeply 
concerned that the Government’s thinking 
is for a continuation of a high negative 
external financing limit in the following 
years of over £40 m i llion a year. That does 
raise serious problems about how we can 
finance the increase in our capital pro- 
gramme which we need next year (1984). 

9. The other element of it, amounting to 
£17 million, again we are told, is not going 
to be allowed to accrue to your reserves but 
is to be used to meet some indebtedness to 
the Government. Can you tell us what the 
debts are that are being paid off in this way? 

(Mr Dearing.) 1 think the Minister’s 
information is different from mine. My 
recollection is that £4 million is for the 
repayment of long-term debt which ma- 
tured in that period, and the remaining £13 
million is for investment in short-dated 
Government stock which we hold and draw 
interest on. 

10. Thank you. Can I digress ever so 
slightly from that particular point? On the 
question of repayment of debt for Gover- 
ment posting, there is some alteration in the 
public posting methods, I believe, by Gov- 
ernment departments? 

(Mr Dearing.) Yes. 

11. Apparently you have agreed to an 
acceleration of the repayment of the £79 
million debt outstanding to the Govern- 
ment as a result of that. On what grounds 
did you agree to that? 

(Mr Dearing.) The reason was this: that 
when the Government was setting a high 
negative external financing limit I said to 
the Government, “We have this debt that 
derived from the change in Government 
postage methods, which we wanted because 
the other one was unsatisfactory. Would it 
not be a lot more sensible for us to pay off 
that debt at a faster rate, since we have got 
to pay it off anyway, and are paying about a 
14 per cent rate on it, rather than buy more 
Government stock which we do not want?” 
Therefore, following further negotiation, 
the Government agreed to our paying off 
£13 million in the year that is with us now. 

12. So you are quite happy with this 
arrangement, are you? 
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(Mr Dearing.) Let me put it this way, I am 
not at all happy with the size of the negative 
external financing limit; but given that that 
is so, I would much rather be paying off 
that debt than buying more stock. 

13. Can we have a look at capital 
expenditure? Again, we expressed some 
views in our last Report, which the Minister 
does not appear to have accepted. We were 
quoting your evidence, Mr Dearing, in 
which you said — and I am quoting your 
words here — that the capital programme 
would “need to be cut by the order of 30 to 
40 per cent if prevailing Government policy 
on external financing were continued.” Yet 
the Minister tells us that over a matter of six 
years, from 1976-77 up to 1981-82, you 
have actually spent £70 million less on 
capital expenditure than was provided for 
in the approvals. 

(Mr Dearing.) That is fair comment. 
Historically the Post Office has underspent 
its allocation. I was looking ahead, when I 

f ave evidence to this Committee, to the year 
982-83. In that year we had an authorisa- 
tion on the postal side of £1 15 million, and 
we have spent it (we may have spent slightly 
more, y/hen we do the final bookkeeping). 
So the past is the past. What I was talking 
about related to the year ahead, and we 
have spent what we were authorised. If I 
could talk a bit about underspending, we do 
have problems because of the way in which 
the external financing limit works. I recall, 
when I was in my first year, we fell short of 
our external financing limit. The rules are 
that if you fall short, you have got to make 
it good in the following year. Because we do 
take these limits very seriously, I held back 
part of the programme until I was sure that 
we would have enough money to meet our 
financing limit. By the time I was clear on 
that, it was too late to spend what had been 
authorised. So we did have an underspend- 
ing in that year. However, as I say, in the 
year that has just finished we may, if 
anything, have slightly overspent. If I can 
move to the year ahead, we need, in our 
view, to increase the current level of author- 
isation by 20 per cent in real terms. The 
Government’s thinking is for no increase in 
real terms. That debate has got to be 
pursued. If the Government holds to its 
views on the external financing limit contin- 
uing at a negative figure of over £40 million, 
and if we get an authorisation for a higher 
figure — if we did, later in the day — it 
would be very difficult to lift our level of 
expenditure to the level required, and we 



should, even if we got authority, be too late. 
So I am concerned about that’ 

14. So you are not optimistic for the 
future of your capital programme? 

(Mr Dearing.) Yes. 

15. Or at least not optimistic about 
reaching the level that you would like to 
reach? Is that a summary of it? 

(Mr Dearing .) On the provisional indica- 
tions so far by the Government, the answer 
is that no, I have no right to be optimistic, 
but we shall fight the battle again. 

16. Do you feel, though, that arguing 
the case in the future is somewhat weak- 
ened by your failure to reach some of the 
approved level in the past? 

(Mr Dearing.) I would have done if we 
had not reached the approved level in the 
year that has immediately finished. This 
Board has been a statutory board for 
eighteen months, and we rest on our record. 

Mr Hill 

17. On real unit costs, did you succeed 
in reducing real unit costs by 2 per cent, as 
required by the Government, in 1982-83? 

(Mr Dearing.) Yes. 

18. What was the relative contribution 
to the change in real unit costs, spreading it 
up to operating costs and the volume of 
business? Do you expect to meet the overall 
target of a real unit cost reduction of 5 per 
cent by 1984-85? 

(Mr Dearing.) If I can go through the 
elements in that and spend a little time on 
it, it was a very daunting target, not only 
because we are a very labour intensive 
business without massive technology to 
help us, but when the Chancellor formu- 
lated his budget and we accepted these 
targets we were looking for the Chancellor’s 
estimated rate of inflation averaging 9| per 
cent, and that meant that we had got to get 
our costs down below that, to 7^ per cent. 
However, as the year progresses and the 
rate of inflation fell and fell far below what 
the Chancellor had expected, that meant we 
had got to keep running in front all the 
time. I had very serious doubts as to 
whether we could do it; I thought it was 
impossible. But we have succeeded. How? 
When we formulated our original budget 
we were looking for a profit of £50 million, 
and we now hope to end up with something 
like over £120 million. If I can break it 
down, we add on £21 million reduction on 
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the National Insurance Surcharge (which, 
of course, everybody had). Then on our 
operating costs we had savings of between 
£20-25 million. On volume, I think we were 
better there by about £30-35 million. Those 
between them contributed to the 2 per cent. 
The next question was: can we meet the 5 
per cent? The task in the year immediately 
ahead is to achieve another H per cent, 
halfway to the balance, and we are making 
all our plans accordingly. A great deal 
depends on further costs reduction and how 
the rate of inflation moves (because it is a 
bit of a gamble, we do not know). This is 
one of the great difficulties of this perfor- 
mance measure: we do not know what we 
are trying to meet, and until the year has 
finished we do not know what we are 
supposed to have done. We shall strive 
again on the volume front, which is a 
material factor. We shall be working to 
improve our posts and counter services. 

19. We expressed our view in the Re- 
port that this target of 5 per cent was too 
severe, given the prevailing level of eco- 
nomic activity. I have got to ask you a very 
simple question, because it has got to go on 
the record. Do you agree that this is too 
severe? 

(Mr Dearing.) I am going to say no, not 
because I think the Government is right, 
but because it is right that this business 
should be achieving that kind of improve- 
ment in performance, whatever the Gov- 
ernment says. It is a very tough target, and I 
think it is right that we should aim for it. 

20. Have you agreed with the Govern- 
ment a financial target for 1983-84 and 
subsequent years? 

(Mr Dearing.) For 1983-84 we have 
agreed a target which has just been in- 
creased because of the National Insurance 
Surcharge change, which comes to £73 
million, i.e. 2.7 per cent on turnover. For 
the subsequent years there is no target yet. 
The only target we have going beyond the 
present year is the real unit cost target. 

2 1 . This agreed £73 million you think is 
an appropriate target? 

(Mr Dearing.) To finance our capital 
programme it is absolutely essential that we 
get it, given the negative external financing 
limit. 

22. You have answered one or two of 
my following questions already, but per- 
haps I could fit in one that you have not 
answered. Were you able to maintain the 
reduction in total employee hours worked 
that have been established previously? 



(Mr Dearing.) We reduced our hours on 
the postal operations side (and again it is a 
provisional figure) by 6 million hours, 
which was 1.8 per cent, while accommodat- 
ing a 2.9 per cent increase in traffic, which is 
an increase of over 4 per cent in productiv- 
ity, and which is a better performance than 
the previous year. 

23. With regard to the Monopolies and 
Mergers Commission’s report on the Inner 
London Letter Post, the target which was 
set was 15 per cent, as compared with the 
1980 level. Did you meet your target in that 
respect? 

(Mr Dearing.) Yes, we did. That is due 
not to my efforts but to the efforts of Mr 
Cockburn as the Regional Director at the 
time, and his successor Mr Brown. They 
achieved a figure of nearly 22 per cent. 

(Mr Cockburn.) 21.8 per cent is the 
achievement, against the 15 per cent target. 

Chairman 

24. Mr Dearing, just looking back over 
the answers you have given to the last few 
questions, do you think you will be able to 
carry out all the investments you need over 
the next few years? 

(Mr Dearing.) Not unless we can per- 
suade the Government to agree to a change 
in its view about the external financing limit 
and to authorise a higher figure for next 
year. The Government has said that com- 
pared with this year’s £130 million, we 
should think in terms of £140 million, which 
is a zero increase in real terms. We need an 
increase of about between £25-30 million in 
real terms, to get through our capital 
programme for the mechanisation of the 
letter service. It is crucially important, as 
the Committee knows, since this is a net- 
work, that we do complete it with real 
speed. I have set the business the target of 
completing it by the end of the calendar 
year 1985. That will be a daunting task, but 
it will be an impossible task unless we can 
get the capital authorisation. 

25. I think this is a fair question. Do 
you think the quality of your services will 
suffer, if that Government restraint on 
investment persists? 

(Mr Dearing.) No, I will not say the 
quality of service will suffer; I will say the 
financial performance of the business will 
suffer, because it is our task, whatever the 
Government does or does not do, to make 
sure the letters get through, and we will do 
it by manual methods if we cannot do it by 



Printed image digitised by the University of Southampton Library Digitisation Unit 



THE INDUSTRY AND TRADE COMMITTEE 



11 



4 May 1983] Mr R E Dearing, CB, Mr S Wainwright, CBE, [Continued 

Mr R A Clinton and Mr W Cockburn 



[Chairman Contd .] 

machine methods, but it will mean extra 
cost, 

26, When you say “the letters get 
through”, is that in accord with the time 
factor as well? 

(Mr Dearing.) Yes. We have to provide 
the labour to enable us to do it. If I may 
speak on that, we have had a troubled year 
on our quality of service, resulting from the 
railway strikes in January and February of 
1982, then in July, and the TUC Day of 
Action in September. These had an effect 
not only during the period of the strike but 
also afterwards, in that there was a disrup- 
tion in our rhythm of working (which is a 
very complex network). It took us until the 
autumn to recover from that. But I am glad 
to say that while it was a troubled year, in 
the last two months for which I have 
figures — February and March — we were 
hitting 89 per cent of first-class letters for 
next-day delivery, compared with a target 
of 90 per cent, and 94 per cent of second- 
class letters, compared with a target of 96 
per cent, which is very close to our targets 
and is as well as we have done for some 
years, 

(Chairman.) Let us follow' through this 
question of the services: the letter post, 
parcels and postal orders. Mr Martin has a 
few points to put. 

Mr Martin 

27. You say in paragraph 1.1.1 that the 
letter traffic increased by about per cent 
in 1982-83 and the business is hoping for a 
further growth in the current year. Which 
sectors of the market (business, social, 
unadddressed mails) showed the greatest 
changes? What steps are being taken to 
increase further the volume of letter post? 

(Mr Dearing.) We have hitherto suffered 
a continuing loss in social mail. Last year 
we decided to “have a go” at this market by 
advertising: targetted advertising. We also, 
for the first time, I believe, for many years 
in the Post Office, offered books of stamps 
at a discount on three occasions. That 
pushed our sales of stamp books up from 
the normal 12 million to 21 million in the 
year. The one we did just before Christmas 
was particularly successful; we offered 
£2.80 worth of stamps for £2.50. That may 
have made some contribution to the 3.5 per 
cent increase in traffic over the Christmas 
period, that we enjoyed. So in social mail 
we made progress. The card business is a 
good one. On the business side, the growth 
of credit cards is favourable to us. Each 



credit card on average generates 10 account 
letters and, I am told — and it is an 
interesting fact if it is true — 4 payments 
per year by post (how the other are made, if 
they are made, I do not know). That is a 
growth market for us. Direct mail, advertis- 
ing mail, is another growth market for us. 
The two “big boys” in this field are televi- 
sion and the press; they are much bigger 
than Posts. However, while they have been 
holding their volume, over the last few 
years we have doubled ours, and it is still a 
growth market for us. Thus, we have a 
number of growth markets. We have 
achieved growth by positive marketing ef- 
fort. I have mentioned the discounted 
stamps for the public. If I can say what we 
have been doing to foster direct mail, in this 
last year or so there have been a number of 
developments on which we have been 
working to increase the standing of the 
industry. We have supported the creation of 
a Direct Mail Standards Board. People who 
register under their scheme get from us a 
discount on their postage, which is paid to 
the Board, of 1^ per cent, and they get 
about 1 or 1| per cent of that if they 
perform in accordance with the standards 
prescribed by the Board. We helped to set 
up a Direct Mail Preference Service in 
collaboration with the industry, so people 
can have their names taken off mailing lists 
or added to them if they wish. Again, it 
increases the standing of direct mail. We 
have helped the creation of a Direct Mail 
Services Bureau through which people who 
are not used to using the mail for advertis- 
ing can get expert advice and signposting to 
the firms that provide this service. We are 
now working on the development of an 
insurance scheme for people who use direct 
mail. So we are trying to build it up and 
increase its standing, and I think we can 
continue growth in this area. 

28. On that area of advertising through 
the mail, do you constantly keep an eye on 
the ethics of the standard of mail which is 
being put through by the advertisers? This 
is an area which would give me some 
concern: that people could get mail and 
could get advertising material which is not 
of a standard that they would expect the 
Post Office to deliver. 

(Mr Dearing.) This is a problem. It is 
because the Post Office must not act as a 
judge of what goes in letters — indeed, we 
do not know — that I think it is particularly 
opportune that we foster the creation of the 
Direct Mail Standards Board which is an 
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independent body that will help to develop 
good standards in the business. But we must 
not try to censor what goes in letters, 
whoever sends them. 

29. Before I leave letters, I must say that 
in the time that I have been in the House I 
have sent a great deal of mail between here 
and Glasgow (because that is where my 
constituency is), and I have never had any 
complaint about the delivery service. I 
think that between Glasgow and London 
we enjoy a 24-hour service, which is excel- 
lent. 

(Mr Dearing .) Thank you, sir. 

30. I only hope that keeps up! On 
parcels, you say in paragraph 1.1.5 that a 
further profitable growth of approximately 
6 per cent has been achieved in parcels 
volume in 1982-83. Do you expect to 
sustain this level of growth? 

(Mr Dearing .) We aim to. 6 per cent is a 
high rate of striking which we have 
achieved for two years running. We should 
like to continue a high rate of growth. Yes, I 
would aim for 6 per cent. We will do well to 
achieve it, though. It is part of our strategy 
to continue growth in the parcels market 
year in and year out, because it is a large 
market and it has growth potential for us. 

Mr Crowther 

31. Could I put a supplementary ques- 
tion to you, Mr Dearing? On this question 
of the quality of your service, obviously I 
ought to go and live in Glasgow, according 
to what my colleague says! How do you 
monitor the performance? Each time you 
meet us you quote us figures. Here we have 
got 88 per cent for first-class letters and 93.3 
per cent for second-class letters. How do 
you arrive at these figures? What is the 
monitoring process that produces these 
results? 

(Mr Dearing.) It is done by continuous 
sampling in the delivery post office, by the 
staff in that post office, of the letters going 
through. That is done all the time. The 
information is collated from all the post 
offices and summarised in statements we 
issue once a quarter. 

32. How big is the sample? 

(Mr Dearing.) Perhaps Mr Clinton can 
help me there, because I do not know. 

(Mr Clinton.) Guessing, it is in the order 
of 130,000 items. I cannot put a precise 
figure on it. 



33. No, but perhaps you could give us it 
as a percentage? 

(Mr Clinton.) The whole system has been 
independently examined by the London 
School or Economics and has been given, in 
their terms, a clean bill of health. It is 
statistically accurate to within 1 per cent on 
average, as a statistic. 

(Mr Crowther.) I always seem to come off 
much worse than the figures that you quote. 

Chairman 

34. No, Mr Crowther is not the worst 
— I am! 

(Mr Dearing.) If I can comment on that, 
there are two points I would make. Firstly, 
yes, service does vary from place to place, 
for particular reasons. Secondly, I certainly 
remember letters that do not arrive when 
they should and when I am angry about it, 
rather than those that do. I think that many 
people are like me in that respect. However, 
these figures are averages across the coun- 
try, for mail that was posted before the last 
time of posting which we publish. Providing 
this is done, that is our performance figure 
that comes from the sampling method. 

Mr Maxwell- Hyslop 

35. Before we leave that point, Mr 
Dearing, how general is what one head 
postmaster told me: that it does not matter 
whether mail is marked first class or second 
class, if it is in a large envelope, even though 
marked “First Class”, it tends to be slung 
aside and go second class? 

(Mr Dearing.) No, that is not so, 

(Mr Clinton.) No. 

36. That was the explanation given to 
me by a head postmaster, for late delivery 
of first-class mail, 

(Mr Clinton.)' That certainly is not the 
procedure. Because we are dealing with 
people — and a lot of them — I would not 
suggest that the procedure is always fol- 
lowed. That goes, fairly obviously, in an 
organisation of our size. But the procedure 
is quite specific, and that should not hap- 
pen. 

Mr Martin 

37. Could I go into the area where you 
are not doing so well, Mr Dearing, and that 
is the postal orders? As compared with the 
loss of £3.6 million reported for 1981-82, 
what was the operating result for postal 
orders last year? 

(Mr Dearing.) £1.6 million loss, esti- 
mated. I beg your pardon, I am being told I 
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am wrong on that. I am told it is about £■] 
million, I am sorry. 

Chairman 

38. ££ million for the year? 

(Mr Bearing.) Yes. 

Mr Martin 

39. What are the long-term prospects 
for the postal orders business, and what are 
your plans? 

(Mr Bearing.) I will ask Mr Cockburn to 
answer that. 

(Mr Cockburn .) This is a service which is 
over a hundred years old and has been 
sharply in decline in recent years. We have 
been losing traffic at the rate of about 20 per 
cent per annum (although, having said that, 
there is still a great deal of interest in using 
the service). In 1982-83 there were about 70 
million postal orders sold, with a value of 
£310 million. So there is clearly a demand 
for this service. What we have done is to 
undertake a fundamental review of the 
service, to look at its operating arrange- 
ments, its structure, the marketing, with a 
view to breathing some life into the service. 
We are not prepared to throw in the towel 
yet. This review will be completed within 
two or three months. Until the review is 
completed we have decided not to increase 
the prices further. 

40. Has the success of the Giro system 
had an effect on postal orders — the fact 
that people are now using Giro cheques? 

(Mr Bearing.) I think it is fair to say that 
as banking has extended throughout the 
community, so people have used that rather 
than postal orders, and Girobank is part of 
that. 

Chairman 

41. What is the average amount of the 
postal order nowadays? Is there such a thing 
known? 

(Mr Bearing.) I am going to try to give 
you a figure, but I will say that it is a 
meaningless figure, because there are a lot 
of little ones and there are some big ones 
(quite a lot of £10 ones). To average those 
may give you a figure of about £5 in the 
middle, but it is a funny sort of average. 

42. But is £10 about the limit? 

(Mr Wainwright.) £10 is the largest de- 
nomination postal order which is in issue at 
the moment. There are a lot of £10 postal 
orders being sold. There are also a lot of the 
smaller denominations of postal orders 



being sold, and many fewer postal orders in 
some of the intermediate ranges. 

43. Would you suffer badly if football 
pools were to cease? 

(Mr Cockburn.) We are having discus- 
sions with the football pool people and 
others, to see if we can generate more 
interest in postal orders. Their interest has 
been declining since the time we had the 
strike in 1971. At that time the football 
pools people had to find an alternative to 
postal orders for the duration of the strike, 
and we lost a lot of business. We are having 
discussions with them, to see if, by restruc- 
turing the service and having " a more 
imaginative approach to marketing, we can 
make the service more appealing to them. 
These discussions are going on right now, 

Mr Crowther 

44. I am sure there must be some very 
obvious point which is escaping me, but 
how do you manage to make a loss on 
postal orders? 

(Mr Cockburn.) The poundage or the fee 
that we charge on postal orders is rather less 
than the cost incurred in running the 
service, and that is after taking into account 
the interest you earn on the money out- 
standing and so on. So when we made a loss 
in 1982-83 of about £4 million, what we are 
saying is that our operating costs were £4 
million greater than the fees we earned on 
selling 70 million postal orders. 

45. Somewhere in this balance is there 
the labour cost, the time involved in selling 
them across the counter? If that is included, 
how can you measure that, when the same 
person will be selling stamps, paying pen- 
sions and goodness knows what? How can 
you possibly measure it? 

(Mr Cockburn.) Certainly the counter 
cost is a very important element within the 
cost. Of course, under our agreement with 
Government departments and other users 
of the counter service, we have to measure 
and sample the time the counter clerk 
spends on every element of business. There 
are over a hundred different types of 
transaction. We have to attribute their time 
to the different classes of business including 
postal orders sales and encashments. 

(Mr Bearing.) Also there is a lot of work 
behind the counter, because each of these is 
a valuable document and they have all to be 
carefully looked after, and at the end of the 
day destroyed and accounted for. This is a 
very labour-intensive process. 



Printed image digitised by the University of Southampton Library Digitisation Unit 



14 



MINUTES OF EVIDENCE TAKEN BEFORE 



4 May 1983] Mr R E Dearing, CB, Mr S Wainwright, CBE, [Continued 

Mr R A Clinton and Mr W Cockburn 



Chairman 

46. Is there much crime associated with 
postal orders nowadays — forging and so 
on? 

(Mr Wainwright.) Fortunately not. 

47. There is not a lot of forging? 

(Mr Wainwright.) No. I think it is perhaps 
fair to say that denominations of postal 
orders are too low for fraudsters to bother 
with (they have bigger fish to fry), 
(Chairman.) Thank you very much. Now 
let us look at the counter services problem. 

Mr Maxwell-Hyslop 

48. Mr Dearing, with whom do you 
negotiate the Agency Services Agreement? 

(Mr Dearing.) With the Treasury and the 
individual Government departments. 

49. So you have different agreements 
with different departments, do you? 

(Mr Dearing.) Within a framework of 
general principles negotiated with the Trea- 
sury, yes. 

50. In effect, as well as in theory, that 
means that you end up with different 
agreements with different departments? 

(Mr Dearing.) Yes. 

5 1 . With regard to your overall target of 
a 2 per cent economy in real terms 1982-83 
and 5 per cent by the end of 1984-85, does 
that imply that if there is a larger wage 
agreement for Crown postal staff than you 
have budgeted for, you offset that by 
cutting the real income of the sub-postmast- 
ers; or do you endeavour to secure for the 
sub-postmasters the same increase in real 
income that the Crown staff negotiate with 
you? 

(Mr Dearing.) The answer to the first part 
of the question is that if the wage increase 
were excessive for the Crown clerks, we 
would not seek to find the money out of the 
sub-offices. Our target applies to the whole 
network, of course, and we are seeking 
improvements in both areas. I hope very 
much that in the year ahead action we are 
taking to improve productivity in the 
Crown offices will lead to a reduction in 
real costs in them. 

52. But what is the effect on the sub- 
postmasters of a wage increase in the 
Crown offices? What you call your negotia- 
tion with the sub-postmasters ends by your 
saying, “This is what we’re going to pay 
you. Take it or leave it”. 



(Mr Dearing .) It is negotiation. If I may, I 
would prefer not be drawn too far, because 
we are in negotiation with the sub-post 
offices at the moment. 

(Mr Maxwell-Hyslop.) I am afraid you 
always say that, and it is not an acceptable 
reply, otherwise we never get to the truth, 
(Chairman.) It is acceptable to the extent 
that we do not wish to be drawn, as a 
Committee, into wage negotiations. 

Mr Maxwell-Hyslop 

53. But we do want to know the prin- 
ciples and objectives. 

(Mr Dearing.) If I could go a little into the 
basis of the negotiation with the sub- 
postmasters (and I am not an expert on 
this), it is a very complex negotiation 
comprising two elements. The first element 
is what we call pay, and the second element 
is expenses. Those are negotiated with the 
sub-postmasters. Perhaps I can refer to last 
year’s negotiation, and thereby avoid what 
may be happening now. The pay negotia- 
tion resulted in a wage increase, let us say, 
of 7 per cent. The expenses negotiation 
resulted in an increase of 1 1 per cent. The 
aggregate increase, from memory, was 9.1 
per cent. Given that the aggregate rate of 
inflation for the year turned out at, let us 
say, 7 per cent, that meant, on the basis of 
the negotiation, that we were a bit on the 
wrong side with the sub-postmasters. We 
have not sought to recover that from the 
Crown offices, nor vice versa would we seek 
to recover from the sub-postmasters any 
negotiation with the clerks; each is a distinct 
negotiation. It so happens that when you 
have got a declining rate of inflation, and 
the expenses element is based upon ex- 
penses m the year preceding the time of the 
negotiation, then we do have a very real 
difficulty in meeting our targets. 

54. Is it then your direct policy not to 
try to recover from the sub-postmasters 
(who are in a less strong negotiating posi- 
tion with you) extra wage costs compared 
with what you would wish to see in the 
Crown staff? 

(Mr Dearing ,) Yes, we certainly would 
not seek to recover from the sub-postmast- 
ers an excess pay settlement with the Crown 
clerks. 

55. What are the main ways in which 
the productivity of the counter services has 
been improved in the last year? 

(Mr Dearing.) As I said, during the last 
year we have slightly decreased hours. 
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However, productivity in the Crown offices 
was down on the previous year. If I could 
just spell it out: in the previous year the 
level of business in the Crown offices was 
increased adventitiously by the strikes in 
the Civil Service, which resulted in a 
transference of work for motor vehicle 
licensing and British visitors’ passports. As 
a result of that, the volume of business in 
the Crown offices in 1981-82 increased by, I 
believe, 4.4 per cent. During the present 
year the volume of business in the Crown 
offices has fallen, because we did not have 
that extra work. Therefore, if we take 
1980-81 as a straight year with which to 
compare 1981-82, then there was a modest 
increase in productivity (let us say it was of 
the order of 2 or 3 per cent). How are we 
doing that, and how shall we get further 
increases in productivity? This can only be 
done by detailed work, office by office, 
looking at the work not only on the counter 
but behind the counter (because they really 
are an integrated whole, and I look at them 
as a whole), to see where savings can be 
made. What we shall be doing over the year 
ahead is to conduct progressively negotia- 
tions and investigations, office by office, in 
the counter and in the writing rooms 
behind, to see what savings can be achieved. 

56. Is the refusal by some Crown offices 
to handle passport business on a Saturday 
(which for many working people is the only 
time they can get in) a general Post Office 
instruction, or is that an interdiction put on 
by the local head postmaster? 

(Mr Dearing.) It is certainly not an 
interdiction put on by the local head 
postmaster. I cannot give a definitive an- 
swer on this in terms of policy. If I can 
speak from memory on this issue, if we were 
to do passports on Saturday mornings, that 
would create difficulties for the Foreign 
Office, because they would have to have the 
back-up staff to answer the queries that 
derive from passport work on Saturday 
mornings. I remember this is the problem 
about doing this work. However, it is not 
because of the local head postmaster issuing 
an interdiction that they shall not do it. 

57. Is that an authentic reason for not 
handling it? What percentage of passport 
applications do you really have to refer 
queries on to the Foreign Office? 

(Mr Dearing.) It is a small one, but of 
course a query is a difficult one and time 
consuming. I would prefer, if I may, to write 



to the Committe, because I was drawing on 
a partial memory of this issue which I recall 
from correspondence of about a couple of 
years ago, and I cannot remember now the 
detail. 

58. Would not that seem a spurious 
reason, though, for not doing it? Here is a 
service which is clearly required by the 
working population when they are at liberty 
to get access for their own private affairs. Is 
is not turning away business which would 
otherwise be yours, to refuse to handle it on 
Saturdays which is when the working popu- 
lation are free to visit post offices, particu- 
larly if they do not live in large towns? 

(Mr Dearing.) May 1 do as I asked and 
send a note to the Committee about that. 

59. How serious is the continuing loss of 
Government business in Crown offices and 
sub-post offices, resulting from the changes 
in the National Insurance arrangements 
made by the Government? 

(Mr Dearing.) We do have problems from 
the loss of Crown business, not only from 
the Rayner changes but more widely. In the 
year that has just finished there has been a 
drop in Government business of 2.6 per 
cent. The best estimate that can be made at 
the moment is that there will be a further 
drop in the year ahead of 1.9 per cent. That 
has impacted most on the Crown offices. 
Our information is that the sub-offices have 
come out of this period a little bit better 
than the Crown offices. 

60. Is this as a percentage of their 
turnover or in absolute turnover? 

(Mr Dearing.) This is in terms of the 
transactions expressed on a standardised 
basis. 

61. I am not quite sure what that reply 
means? 

(Mr Cockburn.) If we take 1982-83, the 
year just finished, we reckon that counter 
traffic as a whole has decreased by about 0.7 
per cent, 

62. Sorry, I must know what your 
terminology means. Does “counter traffic” 
mean the number of transactions or the 
financial quantum? 

(Mr Cockburn.) No, it is expressed in 
terms of the work load that the transactions 
represent. We express our traffic in terms of 
transaction hours, so there is a common 
currency. So we are saying that by reference 
to (hat indicator, traffic has gone down by 
about 0.7 per cent. The reduction in Gov- 
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eminent business has been about 2.6 per 
cent, as the Chairman said, offset by an 
increase of about 2.2 per cent in non- 
Govemment business as a result of market- 
ing effort and so on and so forth. If we 
analyse the traffic change between Crown 
offices and sub-offices, the Crown offices 
have declined by about 2.7 per cent, and the 
sub-offices, as far as we can see — and our 
measurement systems are not as highly 
refined as we intend to make them — would 
indicate a slight increase of about 0.4 per 
cent. 

63. Wherein lies that increase, as op- 
posed to the decrease in the Crown offices? 

(Mr Cockburn.) It would be the increase 
in non-Government business of 2.2 per 
cent. The sub-offices will have had a share 
in this, but of course they have been more 
successful in retaining Government busi- 
ness which has been lost to the Crown 
offices (in particular, the child benefit pay- 
ments). 

64. If I heard you correctly, although 
there has been an overall decrease you are 
saying that in sub-post offices there has 
been an overall increase? 

(Mr Cockburn .) A very slight increase, 
yes. 

65. Of 0.4 per cent? 

(Mr Cockburn.) Yes. 

(Mr Dearing.) If I could develop that, as I 
explained earlier, the Crown offices be- 
nefitted in 198 1-82 from business that came 
from the Civil Service strike, especially on 
motor vehicle licences and passports, in a 
way that the sub-post offices did not. 
Therefore, a better year of comparison is 
1980-81. On that basis, still the sub-offices 
are a little bit up on what they were in 
1980-81. 

66. When we turn to the question of the 
motor vehicle licensing network, you will 
recollect that this Committee recommended 
that any sub-post office that wished to 
handle motor vehicle licensing business 
should be permitted to do so? 

(Mr Dearing.) Yes. 

67 . In your memorandum to us you tell 
us that there is an inquiry by the Depart- 
ment of Transport, with which you are co- 
operating, into this. There is a strange 
phrase that comes into your memorandum: 
“the Department of Transport initiated a 



review with the co-operation of the Post 
Office to consider the optimum size of the 
Post Office Motor Vehicle Licensing net- 
work”. What are the actual terms of refer- 
ence, and what is meant by “optimum 
size”? 

(Mr Dearing.) I have not got the terms of 
reference with me; I will send them to the 
Committee, if I may. 

68. Have any of your colleagues got 
them? 

(Mr Dearing .) No, we have not got the 
terms of reference with us. What is meant 
by “optimum”? The Department of Tran- 
sport (and it is their study, not ours, so I 
cannot speak authoritatively about it at all) 
have got a number of qualitative criteria. 
One is that they would like the Post Office 
to be doing motor vehicle licences near a 
local vehicle licensing office. They also 
want a reasonable spread, to avoid an 
excess of travelling for the public to offices, 
and to avoid a congestion of business at the 
month-end. They take in account, I under- 
stand, for example, parking availability 
around that area. Those are qualitative 
factors. We have not yet seen their conclu- 
sions. 

69. So that this inquiry has now reached 
a point where you are merely waiting for 
the conclusions? 

(Mr Dearing.) As far as I am concerned, 
yes. 

70. What has been the Post Office input 
into that inquiry? 

(Mr Dearing.) I know we have answered 
questions of fact whenever we have been 
asked about the network. 

71. One of the crucial questions is this: 
have you ascertained from your sub-post 
offices which of them wish to carry this class 
of business, if they are premitted to do so? 
Would not that be one of the crucial facts to 
feed into the inquiry? 

(Mr Dearing.) That really is for the 
Department of Transport. However, the 
broad position is that the majority — cer- 
tainly larger sub-offices — would wish to do 
this work. There is no problem from that 
end, and that is well known by us all. 

7 \ You refer in paragraph 1.4.2 to the 
louche Ross inquiry into the remuneration 
payable to sub-postmasters for agency 
work, and the division of the total commis- 
sion between the Post Office and the sub- 
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post offices. That follows our Recommen- 
dation 13. How soon will you be in a 
position to implement any conclusions? 
Indeed, have you had the conclusions yet? 

(Mr Dearing.) No, we have not had them, 
and we expect them in the middle of this 
month. Until we have them, I cannot 
answer your question as to how long they 
will take to implement them. I just do not 
know what they will be (if any). 

73. When you do reach conclusions on 
that — through you, Mr Chairman — could 
you inform the Committee, as we will not 
know, we have no means of knowing when 
you will have reached conclusions on it? 

(Mr Dearing.) Yes, certainly. 

74. Will you inform the Committee 
what your conclusions are? 

(Mr Dearing.) Yes. 

75. This section of questions really is on 
the incomes of sub-postmasters. Why have 
the units per transaction for Girobank 
payments — you have a Girobank col- 
league here — been reduced from 1 unit per 
£25 in 1976 to 1 unit per £54 in 1982? £54 is 
116 per cent of £25, is it not? The amount of 
work involved does go up, does it not, 
despite inflation, in that physically counting 
notes and accounting for them is more 
work? Therefore, how do you account for 
the astonishing reduction in the reward to 
sub-post offices for Girobank activity, 
which was held out as being a way in which 
they could recover income to offset the loss 
on National Insurance work? 

(Mr Dearing.) Perhaps I could help a 
little on this. It is part of the negotiation 
with the sub-postmasters on the remunera- 
tion of their work. I do not have the detail, 
but broadly, as I recall the picture from last 
year’s negotiations, it was this. We have a 
method of remuneration which is based 
upon the number of units of work done, and 
those units have to be valued. One has to 
take into account the level of inflation, 
which is a broad background to this negoti- 
ation. There were some transactions, 
outwith the very many which are handled, 
where it was recognised that the method of 
remuneration was particularly generous to 
the sub-postmasters (not all, but some), and 
this was one of them. I would like to make 
sure that what I am saying is right, by 
letting the Committee have a note. But as I 
recall there were two factors working to- 
gether to increase the remuneration for this 
work: the first was the general fact of 



inflation feeding into the remuneration, and 
the second was the increasing value of 
transactions resulting from inflation. So 
that there was, as it were, a double benefit 
coming from the process of inflation on this 
particular transaction. A correction of that 
was negotiated as part of last year’s settle- 
ment with the sub-postmasters, the terms of 
which I indicated earlier. 

76. Is the Touche Ross inquiry covering 
your method of assessing the work on which 
allocation of units is based? 

(Mr Dearing.) It was aimed particularly 
at the indirect costs, and this is a direct cost. 

(Mr Cockburn.) It includes the way that 
we allocate overhead costs to the counter 
activity, the identification of direct costs, the 
two added together, the pricing policies that 
derive from them, whether the pricing 
policies help to generate new business and 
support the overall commercial objective. 
So it is a very wide-ranging review of the 
whole basis of cost identification and allo- 
cation, pricing policy and the basis of 
determining the payments negotiated by the 
National Federation of Sub-Postmasters. 



Mr Hill 

77. Mr Dearing, on tariffs, what were 
the main factors that led you to reduce the 
proposed increase in the first-class post (it 
dropped from a proposed 164p to 16p)? 

(Mr Bearing.) That change (which cost us 
about £19 million on the first-class post) 
reflected a judgement. As I said earlier, I 
did not think we were going to meet the 2 
per cent real unit cost target. That we have 
done so, reflected an improvement in the 
volume of traffic. No one can guarantee 
that an increase will continue — 
far from it. However, we took a view that it 
would pay us to risk sacrificing some 
income in order to encourage volume. That 
was a very major factor in our mind. Why 
did we do it on the first class rather than the 
second class? There are two reasons: (a) it 
would have been more expensive to do it on 
the second class (in any case, we were not 
increasing its price, we were holding it, so it 
would have been a price reduction); and (b) 
as a lot of people thought that halfpennies 
were a nuisance, it would be nice to get rid 
of one of them. 

78. How influential (if at all) was the 
Post Office Users’ Council in this? 

(Mr Dearing.) The Users’ Council is the 
kind of body which is in continuous touch 
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with us about the way things are going, not 
only through formal meetings but through 
informal meetings. The Chairman of the 
Council made clear to me that they were 
looking to us to make our contribution to 
the postal consumer. In their view, our 
previous price increase had been too large, 
and they said so publicly. Their view was 
that we should seek very hard to put the 
customer interest in the front of our minds. 
Apart from that general point, they made a 
number of specific representations to 
us — as did the Mail Users’ Association — 
and we were responsive on a number of 
their representations to us on quite material 
increases for particular services. 

79. The Sixty-Four Million Dollar 
Question: when do you expect the next 
increase to take place? 

(Mr Dearing.) I have not even begun to 
think about it, quite honestly. We will see 
how things go. 

80. Do you expect that your decision 
not to increase the first-class rate by as 
much as you originally proposed will ma- 
terially affect the division of mail between 
the two classes of services, and therefore 
affect the efficiency of mailing operations? 

(Mr Dearing.) So far — if I could just 
develop this a little — the range of price 
difference between the first-class and sec- 
ond-class post in recent years has ranged 
from about 17 per cent to 31 per cent. This 
differential now is 28 per cent. It is right at 
the top end of the range: Our experience 
has been that on the two previous occasions 
when we have widened the differential it 
has had very little effect on the balance 
between first-class and second-class mail. 
But if this were to push down the percen- 
tage of first-class mail a little, it would tend 
to help the quality of service, because we 
would have more in the second-class stream 
and would be able to concentrate more on a 
rather smaller first-class stream, so it would 
be rather helpful. 

81. The Select Committee did make a 
little quote about the differentials being set 
“so as to improve performance and contain 
increases in tariffs”. Does that still stand? 

(Mr Dearing.) It will tend to improve 
performance, as I said, and yes, it is a valid 
comment. 

Chairman 

82. Mr Dearing, would not you like to 
be the one chairman of a nationalised 
undertaking that really reduced its charges? 



(Mr Dearing.) Sir, it was my great plea- 
sure to be able to. 

83. Then why do you not reduce the 
16p stamp to 15p and get an enormous 
volume of mail coming in? 

(Mr Dearing.) Perhaps I can answer that, 

Mr Hill 

84. Goodwill too. 

(Mr Dearing.) Enormous goodwill, except 
from HM Treasury who would be con- 
cerned about the financial effects! It is not 
all price increase. Of course, in an inflation- 
ary environment, that is the basic way. 
However, we did take a view, on our 
overseas parcels business by air mail, in 
early 1981, and we reduced prices for the 
three main destinations by about 13 per 
cent, then in July we reduced the prices to 
other destinations. We have not increased 
prices since and we have said we will hold 
them until this October. In real terms, there 
has been a sizeable reduction in that signifi- 
cant bit of traffic. As I said, we sold 
discounted stamp books at Christmas, re- 
ducing prices from £2.80 to £2.50, and I 
hope we shall do some more discounting 
during the present year. 

Chairman 

85. But a reduction in mail charges 
would be a great boon to business. 

(Mr Dearing.) We were sensitive to that, 
in looking at our pricing proposals. Our 
price increase averaged only 24 per cent, 
compared with a rate of inflation of twice 
that. So we were making a contribution. 
When we decided to hold the second-class 
mail we were thinking very much of the big 
mailers who use the second-class post by the 
hundred thousand and by the million. I 
think that that did help business. So it was a 
zero increase for second class. 

86. So we still look forward, do we, to a 
possibility in years to come, in your time? 

(Mr Dearing.) Since I started work I 
cannot recall many years in which there has 
not been inflation. I have no basis for 
forecasting a change in that, but we shall 
watch and see what happens! 

Mr Crowther 

87. I have just a short question on the 
matter of derogation, Mr Dearing. Last year 
you gave us an estimate that somewhere 
between 1 and 2 per cent of your letter 
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volume would be put at risk by derogations 
from the monopoly. Has this estimate been 
proved about right? 

(Mr Bearing 7) It has not been greater 
than that. It was, if you like, a guess- 
estimate, because there was not any close 
way of doing it. We were concerned to see 
what take-up there would be of the legalisa- 
tion of Christmas deliveries by charities. 
That seems to have been very small. As I 
said earlier on, our Christmas volume this 
year was 3.5 per cent better than the 
previous year (and that, if I remember 
correctly, was a slight increase on the year 
before). So that is all right. It has impacted 
more than most at the premium end of the 
market, because there was a clarification of 
the position of the air couriers and also a 
legalising of the carriage of mail that cost 
more than a certain minimum (I think the 
figure was £1). That has certainly stimu- 
lated a lot of activity in that market place, 
and it is a very buoyant market, highly 
competitive. While we have been sensitive 
to very tough competition, we have been 
able to grow with the market. I think the 
whole market has expanded because of this 
liberalisation, as it were, but we have held 
our own in it. 

88. Would you be worried about any 
further liberalisation? 

(Mr Dearing.) We would be very worried, 
because what the nation needs is not 
competing postal services but one efficient 
one. 

Mr Hill 

89. Moving on to property disposals, 
the Government, in their reply to our 
Report and Recommendation 17, said that 
“very careful consideration” would be 
given to the possibility of devising some 
means by which the Post Office might 
retain “at least some” of the benefits from 
property disposals. Now, the proof of the 
pudding: what were realisations from the 
sale of property last year? 

(Mr Dearing .) I think it was of the order 
of £5 million; it would not be more. 

90. In that case, have they carefully 
considered that you might retain at least 
some percentage of this? 

(Mr Cockburn .) We do actually retain the 
benefit, in the sense that we keep the 
finance raised and we add it to our cash 
mountain which is invested in Government 
securities, on which we get a rate of interest 
which is ploughed back into the business. 



So in that sense we retain the benefit. But 
we do not benefit in terms of the capital 
investment programme — £115m approved 
last year — if we raise another £5 million 
from the sale of assets, because we cannot 
spend the proceeds on additional fixed 
assets. So in that sense you do not benefit, 
but you do benefit in that you keep the 
money and you therefore get a rate of 
interest on it. 

91. You get a rate of interest on the 
capital? 

(Mr Cockburn.) Yes. 

92. What do you expect this figure of 
the realisations and the investment interest 
rate to be, in cash terms, in 1983-84? 

(Mr Cockburn.) From property disposals 
we think it will be about another £5 million. 

93. So there is not really a great deal of 
progress being made in this field, it is fairly 
flat and static? 

(Mr Cockburn.) Yes. 

(Mr Dearing.) In terms of what you can 
do with the money, none: in terms of the 
amount, frankly there is not a great deal in 
it for us. There were some bigger disposals a 
few years back, but recent figures have 
tended to be lower. 

94. From what you both said, there has 
been no satisfactory arrangement with Gov- 
ernment. They allow you to retain the 
interest, but the capital is something that 
you are not allowed to tamper with, is that 
right? 

(Mr Dearing.) We cannot add to our 
capital programme. 

95. Would you wish to be different? Are 
you having talks with Government to do 
that? 

(Mr Dearing.) It would help a little, but I 
think much more important is that the 
Government will make some acknowledge- 
ment of the validity of our representations 
that we should not continue with a large 
negative external financing limit at a time 
when we need to complete our capital 
programme. We are not asking to borrow; 
we are asking to be able to reinvest on 
behalf of our customers the income we 
derive from our customers. 

(Mr Hill.) That is laudable. 

Chairman 

96. Mr Dearing, tell us what progress 
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was made last year in the extension of the 
mechanisation of letter services? 

(Mr Dearing.) There were a number of 
mechanised letter offices that came into 
operation that year: in the last year it was 
eight, and we shall do about the same again 
in the year ahead. 

97. What is your final year now for 
complete mechanisation? 

(Mr Dearing .) The end of 1985. 

98. Two years ahead of us? 

(Mr Dearing.) Yes, two years and seven 
months. 

99. Shall we notice then a complete 
speed-up of the whole process of sorting 
and delivery? 

(Mr Dearing.) It is a progressive thing. 
This is not a revolution in terms of mails 
operations; there is no revolution in our 
technology. It is a contribution to improved 
performance, not a revolution. 

100. That urges me to ask a supplemen- 
tary point on that. We have heard a lot from 
the Minister about information technology, 
and we have had a year of demonstrations 
about it. How does it affect you in the Post 
Office? 

(Mr Dearing.) In various ways. On our 
mails operation side, we are using it in two 
developments. The first of those is facsimile 
transmission of mail, which we now have 
from about a hundred offices within this 
country, communicating with about 1,250 
post offices abroad. The second is in the 
mass electronic generation of mail, where 
we have two offices in operation and we are 
introducing four more during the course of 
this year, so that we have a network of 
Glasgow, Manchester, Leeds, Birmingham, 
Bristol, London. There is a lot of interest in 
that, because instead of getting physical 
letters we shall get a computer tape the 
contents of which are transmitted electroni- 
cally to the post office of delivery. On the 
counter side, we have started in the last year 
a very important experiment — I regard it 
as more than an experiment, it is a develop- 
ment — of the use of counter terminals, so 
that we are moving from the pen-and-ink 
technology to electronic technology. The 
four Crown offices involved have now been 
in operation for a few months, and it seems 
to be going well. We are now extending to 
four sub-offices. I went to see one of the 
Crown offices and one of the sub-offices last 



week. The sub-office had only had the new 
technology in for a week, but already the 
sub-postmaster and his staff spoke well of it, 
as did the Crown office. We shall hopefully 
be taking decisions later in the year about 
extending this network. If it is fruitful, it 
could be one of the very major enterprises 
in this country in information technology. 



Mr Maxwell-Hyslop 

101. Before we leave technology, what 
effect will the introduction of the £1 coin 
have on your ability to do automatically 
what previously had to be done with a 
human being over the counter, using a 
rather crumpled note? 

(Mr Dearing.) I am not sure it is going to 
make a lot of difference. Of course, we are 
looking ahead to this. We have not gone 
into automatic cash dispensers yet, the 
automatic telling machines. I know there is 
a problem with crumpled £1 notes in these 
machines, but I am advised it is on the way 
to solution. I cannot say at the moment that 
if we do introduce automatic telling ma- 
chines we would have a facility for the new 
£1 coin. Frankly, our thinking has not 
reached that point; we shall start with notes. 

102. Is there any reason why the selling 
of stamps should not be done by making 
automatic machines available, with the 
customer putting in sufficient coins to cover 
the purchase, plus the change, and merely 
dialling the selection of stamps that he 
wants? In theory, this would seem an 
unbelievably easy thing to arrange, would it 
not? 

(Mr Dearing.) Yes. 

103. Just as with credit-card dialling at 
a cash terminal outside a bank that is 
closed. 

(Mr Dearing.) Yes, this is certainly tech- 
nically feasible. Whether it would always be 
feasible for the big customer who wants to 
buy stamps by the big sheet, I do not know; 
but for me, and certainly for small busi- 
nessmen, it would be convenient. We are 
looking at this technology now, and it is a 
question of costing it out. 

104. How many years away would it be 
in terms of feasibility, if you decide that the 
saving in labour would be so great that it 
would be a profitable use of capital invest- 
ment? 

(Mr Dearing.) For that particular devel- 
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opment, short. For the technology I have 
been talking about, which involves commu- 
nication with central computers, that will be 
a progressive development which will ex- 
tend over three, four and maybe five years. 

105. Turning to the Girobank, to what 
extent is it at arm’s length from the Post 
Office as a business? 

(Mr Bearing.) It is at arm’s length, and it 
has separate audited accounts which are 
published. 

106. I was prompted to ask this, Mr 
Bearing, because I could not help noticing 
that when I asked about the Girobank unit 
vis-a-vis sub-postmasters, it was not Giro- 
bank’s Managing Birector who replied but 
your own Financial Birector. 

(Mr Dearing.) That is because the negoti- 
ations were with the Federation of Sub- 
Postmasters. That negotiation, which covers 
all 100-and-more of the counter transac- 
tions, is done by the Post Office. 

107. There may well be a reason for 
this, but why is the negotiation handled by 
you, for business that is identifiably not the 
Post Office as such? 

(Mr Bearing.) I have a corporate role 
covering both. It is the duty, for example, of 
Mr Cockburn to act in a corporate role as 
Board Member (Finance), and the Board 
Member Personnel/Industrial Relations 
and his staff act in a corporate role, in 
conducting that negotiation. 

108. So that to that extent Mr Wain- 
wright cannot run his own business? 

(Mr Bearing.) To that extent — though of 
course Mr Wainwright is consulted about 
issues affecting his own business very fully, 
and he does manage his own business, so 
perhaps he would like to speak for himself. 

(Mr Wainwright.) Perhaps I could add 
that in the negotiations you referred to we 
certainly have an input, and we are in- 
volved in the sort of discussions you re- 
ferred to (the ad valorem payments to the 
sub-postmasters). 

109. But in so far as your prime inlet to 
business is the entire Post Office network, is 
this not absolutely crucial to you rather 
than marginal to you? 

(Mr Wainwright.) Yes, the Post Office 
network and ourselves are very interdepen- 
dent. We supply business for the Post Office 
network to help sustain its Crown offices 



and sub offices. In turn we depend on the 
Post Office network so there is great inter- 
dependence between counters and the 
Bank, 

110. Would it not be more appropriate 
for you to have your own negotiations with 
the site of your taking of business rather 
than going indirectly through another 
party, the Board’s Member for Finance not 
being responsible for the running of your 
business? 

(Mr Wainwright.) That would make it 
difficult. Crown offices, for instance, are 
represented by the UCW and there are 
many negotiations with the UCW which 
overlap between counters, and postmen, 
and to split these negotiations up not only 
within the business but also outside the 
business would complicate even further 
what is already a very complicated mecha- 
nism. 

111. What have been the trends in the 
number of personal and corporate accounts 
during 1982-83, and what are the main 
directions in which the services you are 
offering and the marketing of those services 
have been extended? 

(Mr Wainwright.) In personal accounts 
we have added something over 200,000 new 
accounts, which is a growth of just under 20 
per cent. That means that at 1.3 million 
customers we have doubled the number of 
personal accounts in the last four years, and 
our plan is that we should double that figure 
again within the next five years. We are 
getting about three times our present share 
of the market from new accounts which are 
being opened and applications are now still 
commg in at that rate, or actually at an even 
higher rate, so we will add more than 
200,000 new accounts in 1983-84. In terms 
of corporate accounts, what we are con- 
cerned with more is the cash flow which we 
generate from our corporate customers and 
that in the last year was about £23 million a 
year. Our strategy is to continue to increase 
the number of personal accounts. That we 
need in order to give us a wider base and 
that also, of course, provides work for 
counters in Crown offices and sub offices 
because every account holder generates 
about forty transactions at the counter a 
year. We also need it to widen the range of 
facilities which we offer. 

112. Do you expect Girobank will be 
able to meet its three-year financial target of 
19 per cent return on net assets, given the 
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competition in the world of banking ser- 
vices today? 

(Mr Wainwright.) Yes. 

113. Will Girobank pay dividends on 
its public dividend capital in 1982-83 and, 
you anticipate, in 1983-84? 

(Mr Wainwright.) Yes. 

1 14. Mr Dearing, are you satisfied, 
wearing your Post Office hat rather than 
your in-law relationship with Girobank, 
with the contribution that Girobank is 
making to the overhead costs in your 
Crown offices and sub post offices? 

(Mr Dearing.) Yes. This is a matter which 
is negotiated between the two businesses 
every year and the growth of Girobank is 
very important to the viability and health of 
the network of both Crown and sub offices. 

(Mr Wainwright.) Our contribution to 
that hi 1982-83 will be about £110 million. 

115. Is Touche Ross covering this in its 
investigation into overheads? 

(Mr Cockburn.) Yes, they are looking at 
total overheads allocated to the counter 
services, the basis on which this is done and 
the measurement of these costs. 

116. This includes, I assume, an investi- 
gation of the contribution which ought to 
come from Girobank, does it, because that 
must be such a major proportion of the 
business? 

(Mr Cockburn .) I think for the purposes 
of this Girobank would be regarded as any 
other agency customer of the service. I think 
Girobank accounts for 15 per cent of the 
counter business, government departments 
55 per cent; so in this respect there is an 
arm’s length relationship with Girobank. 
Girobank is one of a number of major 
users. 

117. Lastly, Mr Wainwright, have you 
made any progress in the field of securing 
business for Girobank — or have you, Mr 
Dearing, for counter services — from the 
big commercial banks when they are closed 
in handling financial transactions for the 
public for them, either when you are open 
and they are not on normal weekdays or on 
Saturday mornings, which when we were 
last fortunate enough to take evidence from 
you seemed to be a very hopeful new 
element of business for the future? 

(Mr Wainwright.) It is one of the areas we 
are looking at. What we have done within 
the last few months has been to come to an 



arrangement with, for instance, the Lei- 
cester Building Society as a result of which 
their depositors will be able to deposit at 
post offices and will be able to withdraw 
cash at post offices. Now, that is being 
extended. There are other building societies 
on a smaller scale who are using, or will be 
using, some of those services. 

118. But, Mr Wainwright, that is not 
quite so crucial, is it, because you are a 
representative through the times when 
building societies are open (though they are 
not in places in rural areas), and the times 
are far more coincident with the times when 
post offices are open than are those of the 
clearing banks. That was why my question 
was specifically directed at business for the 
clearing banks. 

(Mr Wainwright.) For the other clearing 
banks, because as from the beginning of this 
year we too are a member of the clearing 
banks and, yes, we are having discussions 
with the other clearing banks on any 
arrangements which could be of mutual 
advantage. 

119. Do you anticipate that before we 
see you again, if that is in a year’s time, 
those discussions will have matured into a 
working relationship? 

(Mr Wainwright.) Any commercial nego- 
tiations depend on whether it is of benefit to 
both parties, and I am afraid I cannot now 
tell you what the outcome of those discus- 
sions will be. 

120. Lastly, Mr Dearing, this is some- 
thing we have not asked you about. You 
remember that a fund was set up by the 
Government to supplement the income of 
sub-postmasters who suffered a diminution 
of income following the changes in Na- 
tional Insurance arrangements. The White 
Paper on Government Expenditure pub- 
lished quite recently for the first time shows 
an allocation of funds for that. As far as you 
are concerned in the Post Office, what is 
happening on that front? 

(Mr Dearing.) This is a matter for the 
Department. The Department allocated a 
fund of £2 million paid to the smaller post 
offices with an income of not more than 
£6,300 a year. There are discussions taking 
place between the Department and the 
National Federation and we are present at 
them but it is the Department’s fund, not 
ours. 

121. So it is entirely a matter between 



Printed image digitised by the University of Southampton Library Digitisation Unit 



THE INDUSTRY AND TRADE COMMITTEE 



23 



4 May 1983 ] Mr R E Dearing, CB, Mr S Wainwright, CBE 

Mr R A Clinton and Mr W Cockburn 



[Continued 



[Mr Maxwell-Hyslop Contd '.] 

the Department and the sub post offices; it 
is not a tripartite matter between you and 
them, other than as an observer? 

(Mr Dearing.) We are more than an 
observer. We are facilitating the discussions 
at the moment. I cannot give you any 
details but I happen to know that is the 
case. 

122. Have you been invited, to give, or 
have you without being invited volun- 
teered, to the Department a statement of 
what quantum of payment in your judg- 
ment ought to be made to offset the lost 
business? 

(Mr Cockburn.) The criteria for making 
payments is a matter of discussion currently 
and no agreement has yet been finalised on 
that. 

123. But will you be making a recom- 
mendation formally as the Post Office to 
government on this? 

(Mr Cockburn .) We are in discussion with 
them about this and, of course, we are 
tracking the effect on sub office business 
levels of this change. As we reported earlier, 
there has actually been a slight increase in 
overall sub office business in the year just 
past notwithstanding the change. So I 
should imagine this would be a very rele- 
vant factor taken into account by the 
Department. 

124. Business as opposed to income 
generated? By that do you mean business or 
do you mean the word “business” to imply 
net income? 

(Mr Cockburn.) Both, in this respect, 
because we are talking about transaction 
hours. This is how we express our business. 
There is a close correlation between the 
transaction hour and the payment attaching 
to it. 

125. Only if the units are not reduced. 

(Mr Dearing .) That is a fair and correct 

statement, but it is in my understanding 
correct that there is an increase in the year 
that has just passed in both on aggregate. 

Chairman 

126. Mr Dearing, my last point is a very 
simple one and I invite your assistance on a 
question of interpretation. In recommenda- 
tion 1 of our Report last year we did suggest 
to the Department of Industry that their 
scrutiny into the activities of your depart- 
ment was too detailed and too intrusive to a 
body which is supposed to be run as a 



commercial enterprise and in a letter dated 
SJ April the Minister of State has said. 
While there is always room for improve- 
ment in the way things are done I believe 
that the scrutiny and control this depart- 
ment exercises is at about the right level.” 
Putting on another hat, Mr Dearing, that of 
Chairman of the Nationalised Industries’ 
chairman’s Group, what are your views? 

(Mr Dearing.) My views are that there is a 
large number of bodies in addition to those 
sponsored by Parliament that will be in- 
quiring into our affairs. The Chairman’s 
Group accepts, as indeed it must, accounta- 
bility to Parliament for its stewardship — 
there is no reservation about that. But it is 
concerned about some particular proposals 
that have been made in a wider area and 
about the number and frequency of investi- 
gations. Now, to particularise on the De- 
partment of Industry as the department 
with which we have, in effect, a constructive 
working relationship, if it were only the 
department then one would have no com- 
plaint, but it is numerous other people 
together with the department, which makes 
the whole area of inquiry more burdensome 
than I think is in the interests of the 
customer because there is diversion of top 
time to dealing with those inquiries, some 
covering the same ground, rather than 
running the business. I do not want to make 
a great issue of this. That is the view I have 
and I think most other Chairmen would say 
the same. 

Mr Crowther 

127. Do you feel you are subject to 
more scrutiny by the department than other 
nationalised industries? 

(Mr Dearing.) No. I think there are some 
which are not monopolies where it would 
not be right to have the level of inquiry to 
which we are subject because they are in a 
totally competition market. So I accept 
where you have a public monopoly you 
have to answer in detail. In that sense, it is 
more detailed; in the business sense, I would 
not say it was. 

Chairman 

128. Do you keep a tally of the number 
of letters you get from Members of Parlia- 
ment? 

(Mr Dearing.) I have not got it with me, 
but it ranges between 2 and 14 letters a day. 

129. Do you answer them satisfactorily 
to them? 

(Mr Dearing.) The number of occasions 
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on which they write back is modest — in 
most cases. 

Mr Crowther 

130. How many of those do you answer 
personally. Mr Dearing? How many do you 
refer to someone else in your organisation? 

(Mr Dearing.) I would answer about 8 or 
10. Those that I do not answer I refer to the 
regional director concerned because they 
are dealing with something entirely within 
his remit and are a matter of the postal 
services in the region rather than a matter of 
policy. 

Chairman 

131. Mr Dearing, that seems to bring to 
a conclusion the questions we wish to ask. 
Perhaps there is something you yourself 
would wish to say on matters about which 
we have not asked you. You are not obliged 
to say anything, but anything you do say 
will be recorded. 



(Mr Dearing.) I was grateful for the 
Committee’s last Report but I did notice 
that there was one recommendation which 
the Government has said it would imple- 
ment through the Post Office. That was not 
one that was aimed particularly at easing 
the problems of the Post Office but to make 
sure that there was fairness between the 
Post Office and sub offices. 

132. On that note I think we can draw 
these proceedings to a conclusion. My 
colleagues, I know, would wish me to thank 
you and your colleagues very much for your 
attendance this morning. Someone will look 
forward to seeing you again in about a 
year’s time, if a number of people outside 
this building so decide, and I hope the 
constant review will be maintained so that 
we can achieve an ultimate state of perfec- 
tion with no postage stamps at all. 

(Mr Dearing.) That will be a long time, 
Sir. Thank you very much. 



& 




Printed image digitised by the University of Southampton Library Digitisation Unit 



THE INDUSTRY AND TRADE COMMITTEE 



25 



4 May 1983] 



[Continued 



Supplementary evidence submitted by the Post Office (PO 27) 

1. The issue of British Visitors Passports (BVPs) on Saturday 

The Post Office issues BVPs at all Crown Offices in England, Scotland and Wales and 
during the course of a year handles about 1.2 million transactions. 

The service of issuing BVPs is available Monday to Friday by agreement between the 
Passport Office and the Post Office. In various circumstances the'Post Office has to contact 
the Passport Office before a BVP can be issued (eg where there is doubt about an 
applicant’s eligibility, the authenticity of identity documents, non availability of adequate 
identification documents or suspected false statements on the application form). The 
Passport Office has adequate staff to deal with enquiries Monday to Friday but operates 
only an emergency (life and death or ‘National importance’) service on Saturdays. 
Discussion has taken place about the possibility of some form of service on Saturday, and if 
the Passport Office were to put a firm proposal to us we would consider it urgently. 



2, The Department of Transport Motor Vehicle Licence Review 
The terms of reference are as follows: 

“1.1 to identify areas of potential difficulty and determine the mechanism for resolving 
problems associated with 

a) Counter and postal applications 

b) Accounting mechanisms and Reconciliation 

c) Distribution/Withdrawal of forms 

d) Publicity 

e) Emergency Arrangements 

1.2 to consider criteria for determining the optimum Post Office Licensing Network for 
dealing with vehicle transaction, taking account of political, economic and technical 
considerations. 

1.3 to consider what machinery is necessary for monitoring and developing DVLC/Post 
Office Counter Service liaison”. 



3. The reduction in the ad valorem payment to subpostmasters for Girobank transactions 
a) Background 

Subpostmasters are paid on a monetary scale which is adjusted annually following 
negotiations with NFSP. The level of payment for each office relates to the work done 
measured in units which are based on the time taken to handle various types of transaction. 
These ‘unit credits’ are also negotiated with the NFSP from time to time. The amount of 
work done is reviewed triennially unless the Subpostmaster considers that between 
triennial revisions there has been an upsurge of work in which case he is able to call for a 
special revision. 



b) The Girobank ad Valorem Credit 

The credit for handling Girobank inpayments and deposits is expressed in 2 parts 

i. a credit per transaction (4| units) 

ii. a credit for the aggregate cash handled in the year (the ad valorem element). 

The second element was negotiated by NFSP when the credits for Girobank work were 
agreed initially; it was adjusted to 1 unit per £25 at a review in 1976. 
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Since that time the cash involved in these transactions has very much increased due in 
part to the effect of inflation. As a result the ad valorem element of the payment to 
subpostmasters became disproportionate in relation to the total and to the work actually 
involved — having regard to the fact that the time taken to count the larger sum does not 
increase proportionately due to the use of higher value notes and coins. 

At the same time the subpostmasters’ monetary scale has been adjusted through the 
annual pay review, broadly taking account of the effect of inflation. Given this, the effect of 
the inflationary increase in the amount of Giro cash handled would constitute double 
recognition of the inflationary elements. 

As part of the 1982 negotiation therefore NFSP accepted the case for adjusting the ad 
valorem credit to 1 unit per £54 in line with RPI movement since 1976 (and for it to be 
adjusted annually at 1 April thereafter). 
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